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Real Estate and Construction Industry Developments—2014/15

Notice to Readers
This Audit Risk Alert (alert) replaces Real Estate and Construction Industry
Developments—2013/2014.
This alert is intended to provide auditors of financial statements of entities in
the real estate and construction industries with an overview of recent economic,
industry, technical, regulatory, and professional developments that may affect
the audits and other engagements they perform. This alert also can be used by
an entity's internal management to address areas of audit concern.
This publication is an other auditing publication, as defined in AU-C section
200, Overall Objectives of the Independent Auditor and the Conduct of an Audit
in Accordance With Generally Accepted Auditing Standards (AICPA, Professional Standards). Other auditing publications have no authoritative status;
however, they may help the auditor understand and apply generally accepted
auditing standards.
In applying the auditing guidance included in an other auditing publication,
the auditor should, using professional judgment, assess the relevance and appropriateness of such guidance to the circumstances of the audit. The auditing
guidance in this document has been reviewed by the AICPA Audit and Attest
Standards staff and published by the AICPA and is presumed to be appropriate. This document has not been approved, disapproved, or otherwise acted on
by a senior technical committee of the AICPA.
Recognition

Reviewers
Robert Mercado
Joseph Natarelli
Bret Rutter
Robert Schroell
Daniel Vitulli
AICPA Technical Issues Committee
Keith Peterka
Dustin Verity
The AICPA gratefully acknowledges those members of the Auditing Standards
Board, the AICPA Technical Issues Committee, and the previously named
reviewers, who helped identify the interest areas for inclusion in this alert.

AICPA Staff
Dave Arman
Technical Manager
Accounting and Auditing Publications
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Audit Risk Alert

Feedback
The Audit Risk Alert Real Estate and Construction Industry Developments is
published annually. As you encounter audit or industry issues that you believe
warrant discussion in next year's alert, please feel free to share them with us.
Any other comments you have about the alert also would be appreciated. You
may e-mail these comments to A&APublications@aicpa.org.

ARA-CON
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How This Alert Helps You
.01 This Audit Risk Alert (alert) helps you plan and perform your real
estate and construction industry audits and also can be used by an entity's
internal management to identify issues significant to the industry. It also provides information to assist you in achieving a more robust understanding of the
business, economic, and regulatory environments in which your clients operate. This alert is an important tool to help you identify the significant risks that
may result in the material misstatement of financial statements and delivers
information about current accounting, auditing, and regulatory developments.
For developing issues that may have a significant impact on real estate and construction industries in the near future, the "On the Horizon" section provides
information on these topics, including guidance that either has been issued but
is not yet effective or is in a development stage.
.02 This alert is intended to be used in conjunction with the Audit Risk
Alert General Accounting and Auditing Developments—2014/15 (product nos.
ARAGEN14P, ARAGEN14E, or WGE-XX), which explains important issues
that affect all entities in all industries in the current economic climate. You
should refer to the full text of accounting and auditing pronouncements as
well as the full text of any rules or publications that are discussed in this
alert.
.03 It is essential that the auditor understand the meaning of audit risk
and the interaction of audit risk with the objective of obtaining sufficient appropriate audit evidence. Auditors obtain audit evidence to draw reasonable
conclusions on which to base their opinion by performing the following:

r
r

Risk assessment procedures.
Further audit procedures that comprise
— tests of controls, when required by generally accepted auditing standards (GAAS) or when the auditor has chosen
to do so.
— substantive procedures that include tests of details and
substantive analytical procedures.

.04 The auditor should develop an audit plan that includes, among other
things, the nature and extent of planned risk assessment procedures, as determined under AU-C section 315, Understanding the Entity and Its Environment
and Assessing the Risks of Material Misstatement (AICPA, Professional Standards). AU-C section 315 defines risk assessment procedures as the audit procedures performed to obtain an understanding of the entity and its environment,
including the entity's internal control, to identify and assess the risks of material misstatement, whether due to fraud or error, at the financial statement
and relevant assertion levels. As part of obtaining the required understanding
of the entity and its environment, paragraph .12 of AU-C section 315 states that
the auditor should obtain an understanding of the industry, regulatory, and
other external factors, including the applicable financial reporting framework,
relevant to the entity. This alert assists the auditor with this aspect of the
risk assessment procedures and further expands the auditor's understanding
of other important considerations relevant to the audit.
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Economic and Industry Developments—Real Estate
Market Conditions
Residential Real Estate Market Conditions
.05 The residential real estate market, specifically the single family housing market, has been experiencing a modest recovery in recent quarters and
continues to show signs of improvement. Many of the strongest markets have
rebounded to nearly pre-recession levels. In some markets, new home sales
have reached five- to six-year highs. Although, according to the National Association of Realtors (NAR), the Pending Home Sales Index,1 a forward-looking
indicator based on contracts signed in June 2014, fell to 102.7, which is down
1.1 percent from May 2014. Despite June's decrease, the index is above 100,
which is considered an average level of contract activity, for the second consecutive month after failing to reach the mark since November 2013. However,
this measure is down from 110.9 year over year.
.06 The NAR believes that the housing market is stabilizing, but ongoing
challenges are impeding full sales potential. According to NAR chief economist
Lawrence Yun, "[a]ctivity is notably higher than earlier this year as prices have
moderated and inventory levels have improved. However, supply shortages
still exist in parts of the country, wages are flat, and tight credit conditions are
deterring a higher number of potential buyers from fully taking advantage of
lower interest rates."
.07 The June 2014 survey of REALTORS® indicates a decline in confidence
across all property markets about current conditions and the outlook for the
next six months. Tight supply has constrained activity in many areas, although
inventory was reported to have increased in some areas of the country. Overall
supply was reported as not significantly increased for a variety of reasons:
Uncertainty that a potential seller might not find an affordable replacement
home; the home was recently refinanced; the seller is still waiting for further
price increase either to increase his or her equity gain or to move out of negative
equity.
.08 The June Buyer Traffic Index stood at 58, down slightly, month-overmonth, from 60 in May 2014, but further down from June 2013, when the
index stood at 69. A score of 50 indicates moderate confidence. Seller confidence was 44, indicating an improving inventory and supply condition. This
disparity indicates that sellers see improving conditions and may be holding
on to property, expecting further price increases. The stronger buyer interest
is a positive indicator.
.09 According to NAR, the seasonally adjusted annualized rate of home
sales, specific to existing homes, increased 2.6 percent to 5.04 million units in
June 2014. Sales are at the highest pace since October 2013 but remain 2.3
percent below the 5.16 million-unit level a year ago.

1
The Pending Home Sales Index is a leading indicator for the housing sector and is based on
pending sales of existing homes. A sale is listed as pending when the contract has been signed but
the transaction has not closed, though the sale usually is finalized within 1 or 2 months of signing.
The National Association of Realtors (NAR) notes that an index of 100 is equal to the average level
of contract activity during 2001, which was the first year to be examined, as well as the first of 5
consecutive record years for existing home sales.

ARA-CON .05
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.10 Total housing inventory at the end of June 2014 rose 2.2 percent to
2.30 million existing homes available for sale. The figure represents a 5.5month supply at the current sales pace, unchanged from May 2014. Inventory
is 6.5 percent higher than the 2.16 million existing homes for sale in June 2013.
.11 In June 2014, the national median existing home price for all housing
types was $223,300. This represents an increase of 4.3 percent from June
2013 and a remarkable 28 months of price increases. These figures include
distressed sales (which normally depress the median price) of 11 percent of the
total for June 2014, down from 15 percent in 2013. This reduction in the sale
of distressed housing is a small, but noticeable, factor in the increase in the
median price.
.12 According to NAR chief economist Yun, this increase could negatively
affect potential sales due to low income growth. Yun stated, "Hiring has been
a bright spot in the economy this year, adding an average of 230,000 jobs each
month. However, the lack of wage increases is leaving a large pool of potential
homebuyers on the sidelines who otherwise would be taking advantage of low
interest rates. Income growth below price appreciation will hurt affordability."
.13 Echoing NAR's figures, the S&P/Case-Shiller Home Price Index
recorded increases in June 2014 in both the 10- and 20-city measures, rising 1.10 and 1.14 percent respectively over May 2014. The longer-term and
less volatile year-over-year measures also increased with all 20 cities, showing
increased prices from May 2013 to May 2014.2
.14 According to a statement released by the Commerce Department on
July 17, 2014, U.S. housing starts were negative in June 2014, falling 9.3 percent from May 2014 to a seasonally adjusted annual rate of 893,000. Although
down from the previous month, the annual rate for June 2014 was 7.5 percent
higher than the reading from June 2013. Single family housing starts also fell,
down 9.0 percent from May 2014.
.15 According to Freddie Mac, the national average rate for a 30-year,
conventional, fixed-rate mortgage was 4.13 percent in July 2014, representing
a small decrease from June 2014 when rates averaged 4.16 percent. According
to data from Freddie Mac, interest rates, which had risen slightly over the past
12 months, seemed to be dipping slightly, peaking at 4.49 percent in September
2013. Small fluctuations, both up and down, have led to the current month's
rate, the lowest rate over the past 12 months and the lowest rate since June
2013.

Industrial Real Estate Market Conditions
.16 According to CBRE, the industrial market, with the vacancy rate now
at 11.1 percent, has seen its recovery continue for 15 consecutive quarters. The
0.2-percent drop was the smallest quarterly decline in 6 quarters, illustrating
the continued recovery as many markets are starting to see more significant
development. A majority of markets continued to improve during Q1 2014,
with 40 out of 61 reporting declines in availability, while 9 markets remained
unchanged, and 12 showed increases.

2
NAR's existing home price levels are calculated on a monthly basis, whereas the S&P/CaseShiller Home Price Index is calculated using a three-month rolling average, which affects the comparability of the two measures.
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Retail Real Estate Market Conditions
.17 The retail real estate market continues to grow as well. Net absorption
remained in positive territory in Q1 2014, with neighborhood, community,
and strip center tenants absorbing almost 5 million square feet. This sector's
availability rate dropped 10 basis points quarter-over-quarter to end Q1 2014
at 11.9 percent. The average asking rental rate grew by 0.2 percent over the
same period. As of Q1 2014, completions were slightly above their year-earlier
level, but the first quarter's addition of 0.1 percent of the stock, or around 2.2
million square feet, was on par with quarterly completions since the recovery
began.
.18 CBRE continues to forecast that the vacancy rate for neighborhood
and community shopping centers will decline to 10.6 percent in 2014.

Office Real Estate Market Conditions
.19 During the first quarter of 2014, office real estate vacancies dropped,
construction increased, and rental rates increased in many markets. Data indicates positive trends as the vacancy rate dropped in the first quarter of 2014
to 13.90 percent (down 50 basis points from the first quarter of 2013), new
construction sits at 15.6 million square feet, and space under construction is at
70.8 million square feet. These figures are significantly higher than Q1 2013,
although this level is considered depressed, and construction is concentrated
in the markets with the strongest demand. Paid rents continue to rise, up 2.64
percent from Q4 2013.

Hospitality Real Estate Market Conditions
.20 The U.S. hotel industry reported increases in all three key performance metrics for the second quarter 2014 in year-over-year measurements,
according to data from STR Global. Occupancy increased 3.6 percent to 68.1
percent; the average daily rate rose 4.4 percent to $115.46; and revenue per
available room was up 8.2 percent to $78.59. Demand increased 4.5 percent
during the second quarter, while supply was up 0.8 percent. According to Jan
Freitag, senior VP of strategic development at STR, room demand is growing
and "[t]he second quarter revenue per available room results were the highest
quarterly growth rate since the beginning of 2011."

Real Estate Investment Trust Market Conditions
.21 According to the National Association of Real Estate Investment
Trusts (NAREIT), real estate investment trust (REIT) shares continued their
strong performance in the first half of 2014, significantly outperforming the
broader market. The FTSE NAREIT ALL REITs Index was up 16.14 percent
on a total return basis for the first six months of the year, with a dividend yield
of 4.03 percent, as of June 30. U.S. Equity REITs were up 16.25 percent, with
a dividend yield of 3.52 percent. These results compare to the S&P 500 Index
first half 2014 total return of 7.14 percent and a dividend yield of 2.00 percent.

Economic and Industry Conditions—Construction
Market Conditions
.22 According to an analysis by the Associated General Contractors
of America (AGC), data from August 2014 show the uneven nature of the

ARA-CON .17
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construction industry's recovery, as the sector added 22,000 jobs in July 2014
but suffered a pullback in spending in June. The AGC said that uncertainty
about federal funding for a range of infrastructure and construction programs
is one reason for the uneven recovery.
.23 Construction employment totaled 6,041,000 in July, the highest total
since May 2009, whereas the industry's unemployment rate of 7.5 percent was
the lowest July number in 7 years, according to the AGC.
.24 Residential construction employers added 13,000 jobs in July 2014
and 115,600 over the last 12 months, an increase of 5.3 percent. Nonresidential construction employment increased by 9,100 for the month and 95,700,
or 2.6 percent, since July 2013. The AGC attributed the weaker growth in
nonresidential employment to a decline in public construction spending.

Construction Put in Place
.25 Construction put in place is one of the nation's key economic indicators,
as reported by the U.S. Census Bureau, and represents the value of construction
installed or erected at a construction site during any given period. This includes
the cost of materials and labor, the contractor's profit, the costs of architects
and engineers, overhead, and all interest and taxes paid.
.26 According to the U.S. Census Bureau in an August 1, 2014 release,
construction spending during June 2014 was estimated at a seasonally adjusted
annual rate of $950.2 billion compared with $900.3 billion estimated for June
2013. This represents an increase of 5.5 percent year-over-year, which is a
faster pace of growth based on the increase from June 2012 to June 2013.
During the 6-month period ending June 2014, construction spending amounted
to $445.1 billion, more than 7.8 percent above the same period in 2013.
.27 The seasonally adjusted annual rate of residential construction as of
June 2014 was $355.9 billion compared with $332.1 billion as of June 2013 and
down slightly from May 2014.

Public and Private Construction
.28 Private and public construction both saw a slight downward anomaly
in the direction of spending in June but a general increase year over year. Overall, construction put in place is up 5.5 percent on an annual basis; however, in
May 2014, private construction decreased 1.1 percent, and public construction
declined by 4.0 percent.
.29 According to Ken Simonson, the AGC's chief economist, "While the
preliminary spending numbers for June show all segments of construction
retreated from May levels, looking at the first six months of 2014 as a whole in
comparison with the same period a year ago provides a more credible picture
of construction trends than does a single-month snapshot. For the first half of
2014, private spending climbed at double-digit rates, while public construction
shrank. I expect both patterns to continue."

Residential Construction
.30 In July 2014, the U.S. Census Bureau reported the following seasonally adjusted annual statistics from June 2013 to June 2014 for new privately
owned residential construction:
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An increase of 2.7 percent in new privately owned housing units
authorized by permits, although a showing decrease of 4.2 percent
from May 2014
An increase of 7.5 percent in new privately owned housing starts,
although a showing decrease of 9.3 percent from May 2014
An increase of 3.4 percent in new privately owned housing units
completed and an increase of 12.0 percent from May 2014

.31 Although down slightly from May 2014 (permits and starts), these
figures are a positive leading indicator of the market and indicate that there is
a growing appetite for further new construction in the housing market. Current
year figures represent a similar trend from the period June 2013 through June
2014, with a monthly decrease, but a positive overall annual trend.

Economic and Industry-Related Risks—General
Interest Rates and Lending
.32 Financing is still a significant risk for many entities reestablishing
their workload in real estate and construction work as well as for the lenders
providing the capital. Financial institutions have an appetite for lending; however, they continue to have concerns lending to real estate entities and construction contractors. Many financial institutions refuse to even consider these
types of entities as potential customers. Specific to construction contractors,
this issue may cause difficulty for contractors trying to meet their cash flow
needs on a regular basis.
.33 Interest rates continue to be at historic lows. The Federal Reserve has
indicated that if the labor market continues to exhibit the same growth it has
in recent months, it will begin slowing its bond purchases. The proposed rate
is to eliminate $10 billion for the next two meetings, with the last $15 billion
being cut at the October 2014 meeting. This move continues a previous trend of
slashing the amount of Treasury and mortgage-backed securities by $10 billion
a month since December 2013.
.34 In July 15, 2014, Federal Reserve chairwoman Janet Yellen remarked
before the Senate Banking Committee that interest rates should remain low
for the foreseeable future but could rise sooner than expected if economic data
continue to improve.

Economic and Industry-Related Risks—Real
Estate Ventures
Debt Modifications
.35 As a result of recent economic troubles, commercial real estate continues to struggle with regard to current financing arrangements, even though
conditions seem to be improving. Although the rate of foreclosures is slowing,
many banks continue to be willing to renegotiate the loans of their real estate
project debtors to help ensure their economic success. Banks are interested in
the viability of the projects, rather than having to initiate and manage foreclosed properties.
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.36 Accountants and auditors should be aware that many times these
debt modifications result in taxable events because the IRS considers some
modifications as exchanges of old debt for new debt, creating cancellation of
debt income. The IRS has published regulations that provide guidance for
determining whether a change in the terms of a debt instrument will result
in a deemed exchange, resulting in a taxable event. The general rule is that
only a "significant modification" of the debt instrument will result in a deemed
exchange.
.37 Accountants and auditors must examine five specific modifications,
when occurring, to ensure that the changes do not result in a taxable event.
These five modifications include changes in yield, timing of payments, changes
in obligor and security, changes in the nature of the instrument, and changes or
modifications of covenants. Changes in these criteria normally, but not always,
signify a "significant modification" and, therefore, result in a taxable event.
.38 More information is available from the IRS at www.irs.gov.

Debt Covenants
.39 Debt covenant compliance continues to be an issue of concern for
entities in some of the weaker markets in the country. As the economic conditions declined, a greater number of entities began missing scheduled payments,
defaulting, or entering bankruptcy protection. Lenders have become more concerned and have begun demanding more in return for their capital in the form
of higher interest, stricter covenants, and a decreased willingness to issue
waivers to entities for their covenant breaches.
.40 Although less prevalent in the strengthening market, many real estate
ventures continue to struggle with the terms of their bank debt covenants. Related to debt modifications, which were discussed previously, those managing
the ventures must be cognizant of the established covenants with their lenders.
Violations of loan covenants can have a material effect on the organization's
ability to continue operations.
.41 With many markets having nearly returned to pre-recession levels and
other markets well on their way, entities may be seeing less pressure related
to ratios and established levels, but the concern remains.

Economic and Industry Related Risks—Construction
Contractors
Decreased Margins
.42 As a result of the recent economic difficulties, new work is being
obtained at margins only beginning to mirror pre-recession levels. As backlogs
of pre-recession jobs dry up, contractors will be running much leaner with
respect to both revenues and margin.
.43 Many contractors continue to perform work that was bid over the previous several years at extraordinarily low gross profit margins. The low profit
margins, resulting in an increased necessity to focus on properly managing and
staffing these jobs, limit the contractors' ability to take on new work that is
being bid at a higher gross profit margin. This will delay the recovery period
for contractors that have longer-term projects.
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.44 Gross profit margins are still low and are expected to remain low due
to the amount of contractors looking for current work. As contractors fill up
their backlog over the next year, we expect gross profits will start to increase
due to fewer bidders on projects.
.45 Although contractors are starting to see more jobs bid with these
lower or slightly increased profit margins, the gross profits have not increased
substantially to the level that it was prior to the recession. Although gross
profits are starting to rise and more work is coming available on which to bid,
many in the surety markets are concerned that a contractor may not have the
ability to fund this new, more profitable work. The root of this issue lies in
the possible losses in prior years, which could have diminished the working
capital and equity of the contractor, in turn, making the contractor's ability to
fund new work difficult. As a result, we are seeing more joint ventures between
contractors to satisfy funding needs and bonding capacity.
.46 In addition, many contractors have used up their safety cash flow
reserves that carried them through unprofitable times. The lack of these critical
safety reserves requires a situation in which obtaining positive cash flow from
the beginning on projects is critical. If positive cash flow is not maintained
or the contractor finds himself or herself with a number of unprofitable jobs,
then the continuity of the business is challenged.

Joint Venture and Subcontractor Concerns
.47 For both general contractors and subcontractors that either perform
work for one another or are a part of a joint venture arrangement, there continues to be a significant risk related to performance issues of the parties. General contractors need to prequalify subcontractors or have the subcontractor
bonded. However, because of the impact of the recession, some subcontractors
may be unable to obtain bonding and that condition may be accepted by the
general contractor when looking for subcontractors. Many general contractors
are continuing to see subcontractors go out of business, which has a large negative effect on the overall business of the general contractor. Contractors should
be exercising abundant caution with subcontractors, especially those for which
they may have abandoned their standard bonding requirement.
.48 Failure of a subcontractor, or a contractor involved in a joint venture,
becomes an issue for other contractors who are dependent on the work of those
troubled contractors. When a contractor experiences profitability or cash flow
issues, he or she may be unable to complete a job, and when repeated problems
are experienced, he or she may be forced out of business. The failure of a
subcontractor, or a contractor involved in a joint venture, may become an issue
for all contractors that are dependent on that troubled contractor to perform his
or her work in accordance with the construction schedule. For some contractors,
the impact may be increased costs due to delays waiting for the work to be
completed and acceleration once they are able to perform their work. This
delay may put other projects at risk or, because they will be asked to work
faster to get the project back on track, may put the current project's quality or
safety at risk.
.49 Further, many second-tier subcontractors have experienced liquidity
issues in the current year awaiting the resolution of unapproved change orders
and claim negotiations that are typically performed at the owner and prime
contractor level. These sometimes lengthy negotiations have led to cash flow
issues for second-tier contractors as they await final settlement. This waiting
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time may impair the ability for the contractor to perform new work by exhausting their cash reserves and pushing them into insolvency or requiring the
contractor to take drastic measures, such as selling off necessary equipment or
capital infusion, extremely high borrowing rates, and so on.
.50 The risks for upper-tier contractors may be direct and economic. Those
contractors may incur economic losses as they attempt to find a replacement
for troubled contractors in order to supplement or perform the work of the
troubled contractor. If the work is bonded, there may not be completion issues,
but performance issues may arise as the bonding company is forced to become
more involved in the project to find others to complete the work.
.51 There are several warning signs that contractors can observe that
may indicate that another contractor is in trouble. These include changes in
the contractor's workforce, responsiveness, and the way the contractor manages
the work or complaints from suppliers and others regarding the contractor in
question being behind on payments.

Ability to Properly Supervise, Staff, and Finance New Work
.52 Recently, many contractors are finally beginning to see an improvement in the economic climate in their areas. Many are reporting that there are
more projects on which to bid and more work to be done. However, to survive
the economic downturn, many contractors have substantially downsized their
companies. These contractors may no longer have the level of experienced and
qualified supervision they once had, and many, in an effort to reduce expenses,
were forced to dismiss some of their skilled and productive craftsmen.
.53 With this workforce reduction, many business owners were forced to
become more involved in the day-to-day operations of executing the contract
work, rather than having skilled workers performing the job site duties. Further, the reduction of staff has affected many contractors' ability to maintain
their robust internal controls. As such, the risk of accounting misstatements
has increased.
.54 With an increasing number of jobs becoming available and contractors
beginning to add new work, the level of supervision available may not be adequate to manage the projects effectively. Further, if the contractor needs to add
new craftsmen to complete the work, the people they add may not be as productive as the previous, experienced workforce. Due to these projects having been
bid, out of necessity, with very thin margins, what was previously profitable
because of the application of tight supervision and a productive workforce now
becomes unprofitable.

Going Concern
.55 Many of the preceding factors, including decreased margins and the
ability to properly supervise, staff, and finance new work, make the evaluation
of going concern for contractors an important consideration. Even though the
contractors may have work, will they be able to fund the projects, and do they
have the ability to provide cash flow for the projects?
.56 Auditors are encouraged to be aware of the risks of performing thin
margin work obtained during the recession, troubled contractors, and the contractor's ability to take on and perform new work when considering going
concern issues.
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Accounting Developments—General
FASB Accounting Standards Update No. 2013-12, Definition of a
Public Business Entity—An Addition to the Master Glossary
.57 In December 2013, FASB issued Accounting Standards Update (ASU)
No. 2013-12, Definition of a Public Business Entity—An Addition to the Master
Glossary. FASB decided that it should proactively determine which entities
would be within the scope of the Private Company Decision-Making Framework: A Guide for Evaluating Financial Accounting and Reporting for Private
Companies.
.58 Many of the entities within the scope of this publication fall outside
of the definition of a public business entity. However, readers should carefully
consider the following criterion in order to determine if this ASU is applicable
and, therefore, limit the number of accounting alternatives available to the
entity.
.59 A public business entity is a business entity that meets one of the
following criteria:
a. It is required by the SEC to file or furnish financial statements, or
does file or furnish financial statements, with the SEC.
b. It is required by the Securities Exchange Act of 1934 (the act), as
amended, or rules or regulations promulgated under the act, to
file or furnish financial statements with a regulatory agency other
than the SEC.
c. It is required to file or furnish financial statements with a foreign
or domestic regulatory agency in preparation for the sale of, or for
purposes of, issuing securities that are not subject to contractual
restrictions on transfer.
d. It has issued, or is a conduit bond obligor for, securities that are
traded, listed, or quoted on an exchange or an over-the-counter
market.
e. It has one or more securities that are not subject to contractual
restrictions on transfer, and it is required by law, contract, or regulation to prepare accounting principles generally accepted in the
United States of America (U.S. GAAP) financial statements and
make them publicly available on a periodic basis. An entity must
meet both of these conditions to meet this criterion.
.60 An entity may meet the definition of a public business entity solely
because its financial statements or financial information is included in another
entity's filing with the SEC. In that case, the entity is only a public business
entity for purposes of financial statements that are filed or furnished with the
SEC.
.61 This determination will minimize the inconsistency and complexity of
having multiple definitions of, or a diversity in practice about what constitutes,
a nonpublic entity and public entity within U.S. GAAP on a going-forward basis.
.62 The definition of a public business entity will be used when considering
the scope of new financial guidance and will identify whether the guidance does
or does not apply to public business entities.
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.63 There is no actual effective date for the amendment in this ASU;
however, the term public business entity was used in ASUs issued after FASB
ASU No. 2013-12.

FASB ASU No. 2014-02, Intangibles—Goodwill and Other
(Topic 350): Accounting for Goodwill (a consensus of the Private
Company Council)
.64 In January 2014, FASB issued ASU No. 2014-02, Intangibles—
Goodwill and Other (Topic 350): Accounting for Goodwill (a consensus of the
Private Company Council). The amendments in this ASU allow an accounting
alternative for the subsequent measurement of goodwill.
.65 An entity within the scope of the amendments that elects the accounting alternative in this ASU should amortize goodwill on a straight-line basis
over 10 years, or less than 10 years, if the entity demonstrates that another
useful life is more appropriate. An entity that elects the accounting alternative is further required to make an accounting policy election to test goodwill
for impairment at either the entity level or the reporting unit level. Goodwill
should be tested for impairment when a triggering event occurs that indicates
that the fair value of an entity (or a reporting unit) may be below its carrying
amount. When a triggering event occurs, an entity has the option to first assess
qualitative factors to determine whether the quantitative impairment test is
necessary. If that qualitative assessment indicates that it is more likely than
not that goodwill is impaired, the entity must perform the quantitative test to
compare the entity's fair value with its carrying amount, including goodwill (or
the fair value of the reporting unit with the carrying amount, including goodwill, of the reporting unit). If the qualitative assessment indicates that it is not
more likely than not that goodwill is impaired, further testing is unnecessary.
.66 The amendments in this ASU would apply to all real estate ventures
and construction contractors, except for public business entities, as discussed
in the preceding section of this alert.
.67 The accounting alternative, if elected, should be applied prospectively
to goodwill, existing as of the beginning of the period of adoption, and new
goodwill recognized in annual periods beginning after December 15, 2014, and
interim periods within annual periods beginning after December 15, 2015.
Early application is permitted, including application to any period for which
the entity's annual or interim financial statements have not yet been made
available for issuance.

FASB ASU No. 2014-03, Derivatives and Hedging (Topic 815):
Accounting for Certain Receive-Variable, Pay-Fixed Interest Rate
Swaps—Simplified Hedge Accounting Approach (a consensus of
the Private Company Council)
.68 In January 2014, FASB issued ASU No. 2014-03, Derivatives and
Hedging (Topic 815): Accounting for Certain Receive-Variable, Pay-Fixed Interest Rate Swaps—Simplified Hedge Accounting Approach (a consensus of the
Private Company Council). The objective of the amendments in this ASU is to
address the concerns of private company stakeholders by providing an additional hedge accounting alternative within FASB Accounting Standards Codification (ASC) 815, Derivatives and Hedging, for certain types of swaps that
are entered into by a nonpublic business entity for the purpose of economically
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converting a variable-rate borrowing into a fixed-rate borrowing. This additional hedge accounting alternative (that is, the simplified hedge accounting
approach) acts as a practical expedient to qualify for cash flow hedge accounting
under FASB ASC 815 if certain conditions are met.
.69 Some nonpublic business entities enter into a receive-variable, payfixed interest rate swap to economically convert their variable-rate borrowing
into a fixed-rate borrowing. Under U.S. GAAP, a swap is a derivative instrument. FASB ASC 815 requires that an entity recognize all interest rate swaps
on its balance sheet as either assets or liabilities and measure them at fair
value. To mitigate the income statement volatility of recording a swap's change
in fair value, FASB ASC 815 permits an entity to elect hedge accounting if certain requirements are met. Some private company stakeholders contend that
because of limited resources and the fact that hedge accounting is difficult to
understand and apply, many private companies lack the expertise to comply
with the requirements to qualify for hedge accounting.
.70 The amendments in this ASU allow the use of the simplified hedge
accounting approach to account for certain interest rate swaps that are entered
into for the purpose of economically converting a variable-rate borrowing into
a fixed-rate borrowing. Under this approach, the income statement charge for
interest expense will be similar to the amount that would result if the entity had
directly entered into a fixed-rate borrowing instead of a variable-rate borrowing
and a receive-variable, pay-fixed interest rate swap. Alternatively, that entity
may continue to follow the current guidance in FASB ASC 815.
.71 The amendments in this ASU would apply to all real estate ventures
and construction contractors, except for public business entities, as discussed
in the preceding section of this alert.
.72 The simplified hedge accounting approach will be effective for annual
periods beginning after December 15, 2014, and interim periods within annual
periods beginning after December 15, 2015. Early application is permitted,
including application to any period for which the entity's annual or interim
financial statements have not yet been made available for issuance.

FASB ASU No. 2014-07, Consolidation (Topic 810): Applying
Variable Interest Entities Guidance to Common Control Leasing
Arrangements (a consensus of the Private Company Council)
.73 In March 2014, FASB issued ASU No. 2014-07, Consolidation (Topic
810): Applying Variable Interest Entities Guidance to Common Control Leasing
Arrangements (a consensus of the Private Company Council). The objective of
the amendments in this ASU is to provide an elective accounting alternative
for private companies when applying variable interest entity (VIE) guidance
to lessor entities under common control.
.74 Private company stakeholders stated that, generally, a common owner
establishes a lessor entity separate from the private company lessee for tax,
estate planning, and legal liability purposes—not to structure off-balance-sheet
debt arrangements. In instances in which a lessor entity is consolidated by
a private company lessee on the basis of VIE guidance, most users of the
private company lessee entity's financial statements stated that consolidation
is not relevant to them because they focus on the cash flows and tangible
worth of the standalone private company lessee entity, rather than on the
consolidated cash flows and tangible worth of the private company lessee entity
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as presented under U.S. GAAP. Those users also stated that consolidation of the
lessor entity under common control distorts financial statements of the private
company lessee entity because the assets held by the lessor entity would not
be available to satisfy the obligations of the lessee entity. They indicated that
these assets are beyond the reach of the lessee's creditors, even in bankruptcy
or other receivership. Consequently, those users stated that when they receive
consolidated financial statements, they often request a consolidating schedule
to enable them to reverse the effects of consolidating the lessor entity.
.75 The amendments permit a private company lessee (the reporting entity) to elect an alternative not to apply VIE guidance to a lessor entity if (a)
the private company lessee and the lessor entity are under common control,
(b) the private company lessee has a lease arrangement with the lessor entity, (c) substantially all the activities between the private company lessee and
the lessor entity are related to leasing activities (including supporting leasing
activities) between those two entities, and (d) if the private company lessee explicitly guarantees or provides collateral for any obligation of the lessor entity
related to the asset leased by the private company, then the principal amount
of the obligation at inception of such guarantee or collateral arrangement does
not exceed the value of the asset leased by the private company from the lessor
entity. Examples of supporting leasing activities between the private company
lessee and the lessor entity include issuance of a guarantee and provision of
collateral on the obligations of the lessor entity that are related to the asset(s)
leased to the private company lessee.
.76 The accounting alternative is an accounting policy election that, when
elected, should be applied by a private company lessee to all current and future
lessor entities under common control that meet the criteria for applying this
approach.
.77 The amendments under the heading "Accounting Alternative" apply
to all entities other than a public business entity, a not-for-profit entity, or an
employee benefit plan within the scope of FASB ASC 960, Plan Accounting—
Defined Benefit Pension Plan through FASB ASC 965, Plan Accounting—
Health and Welfare Benefit Plans, on plan accounting.
.78 As part of the amendments, FASB also removed implementation guidance codified from FASB Staff Position No. FIN 46(R)-5, "Implicit Variable
Interests under FASB Interpretation No. 46 (revised December 2003), Consolidation of Variable Interest Entities." The removal of the example in paragraphs
87–89 of FASB ASC 810-10-55 applies to all entities within the scope of FASB
ASC 810, Consolidation.
.79 If elected, the accounting alternative should be applied retrospectively
to all periods presented. The alternative will be effective for annual periods
beginning after December 15, 2014, and interim periods within annual periods,
beginning after December 15, 2015. Early application is permitted, including
application to any period for which the entity's annual or interim financial
statements have not yet been made available for issuance.

FASB ASU No. 2014-09, Revenue from Contracts with Customers
(Topic 606)
.80 On May 28, 2014, FASB issued a joint ASU, No. 2014-09, Revenue from
Contracts with Customers (Topic 606), with the International Accounting Standards Board (IASB), on revenue recognition, to address a number of concerns
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regarding the complexity and lack of consistency surrounding the accountingfor-revenue transactions. FASB ASU No. 2014-09 will amend FASB ASC by creating a new topic, Topic 606, Revenue from Contracts with Customers, and a new
subtopic, Subtopic 340-40, Other Assets and Deferred Costs—Contracts with
Customers. The guidance in FASB ASU No. 2014-09 provides what FASB describes as a framework for revenue recognition and supersedes or amends several of the revenue recognition requirements in FASB ASC 605, Revenue Recognition, as well as guidance within the 900 series of industry-specific topics.
.81 As part of FASB's and the IASB's efforts to converge U.S. GAAP
and International Financial Reporting Standards, the ASU eliminates the
transaction- and industry-specific revenue recognition guidance under current
GAAP and replaces it with a principles-based approach for revenue recognition.
The intent is to avoid inconsistencies in accounting treatment across different
geographies and industries. In addition to improving comparability of revenue
recognition practices, the new guidance provides more useful information to
financial statement users through enhanced disclosure requirements.
.82 The standard applies to any entity that either enters into contracts
with customers to transfer goods or services or enters into contracts for the
transfer of nonfinancial assets unless those contracts are within the scope of
other standards (for example, insurance or lease contracts) and will have a
significant impact on both real estate ventures and construction contractors.
.83 The core principle of the revised revenue recognition standard is that
an entity should recognize revenue to depict the transfer of goods or services
to customers in an amount that reflects the consideration to which the entity
expects to be entitled in exchange for those good or services.

Effective Date
.84 The guidance in FASB ASU No. 2014-09 is effective for annual reporting periods of public entities beginning after December 15, 2016, including interim periods within that reporting period. Early application is not
permitted.
.85 For nonpublic entities, the amendments in the new guidance are effective for annual reporting periods beginning after December 15, 2017, and
interim periods within annual periods beginning after December 15, 2018.
Nonpublic entities may elect to adopt the ASU earlier, however, only as of the
following:

r
r
r

An annual reporting period beginning after December 15, 2016,
including interim periods within that reporting period (public entity effective date)
An annual reporting period beginning after December 15, 2016,
and interim periods within annual periods beginning after December 15, 2017
An annual reporting period beginning after December 15, 2017,
including interim periods within that reporting period

Financial Reporting Framework for Small- and
Medium-Sized Entities
.86 The Financial Reporting Framework for Small- and Medium-Sized
Entities (FRF for SMEsTM ) accounting framework has been developed by the
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AICPA FRF for SMEs Task Force (task force) and staff of the AICPA as a
special purpose framework for small- and medium-sized entities. It is a selfcontained financial reporting framework that may be appropriate for entities
that do not need to prepare financial statements in accordance with GAAP.
.87 The FRF for SMEs accounting framework draws upon a blend of traditional accounting principles and accrual income tax methods of accounting.
It utilizes historical cost as its primary measurement basis. In addition, it
provides management with a suitable degree of optionality when choosing accounting policies to better meet the needs of the end users of the financial statements. The framework avoids prescriptive, detailed standards and voluminous
disclosure requirements. Being a more intuitive and understandable framework for small business owners and the users of their financial statements, the
framework lays out principles that encourage the use of professional judgment
in the particular circumstances of a transaction or event.
.88 The AICPA believes that the framework is criteria suitable for general use financial statements and can be used by users external to the entity.
An important pillar of the framework is that its use requires the exercise of
professional judgment. The key attributes of the framework are as follows:

r
r
r
r

Objectivity. The framework is free from bias.
Measurability. The framework permits reasonably consistent
measurements.
Completeness. The framework is sufficiently complete so that
those relevant factors that would alter a conclusion about the
financial statements are not omitted.
Relevance. The framework is relevant to financial statement
users.

.89 Because the task force has no legal or regulatory authority, an entity
can be forced to use the FRF for SMEs framework only if the entity voluntarily
enters into a contractual agreement with another party to produce financial
statements in accordance with the framework. However, this is unlikely to be
the case for several years because there will be a learning curve for the banking,
insurance, and investing community.

Transition Issues
.90 Chapter 3 of the framework contains guidance for transition from
the framework an entity currently uses to the FRF for SMEs framework. The
guidance should be used only when adopting the FRF for SMEs framework for
the first time. If an entity abandons the FRF for SMEs framework and reverts
back to the original framework, certain transition provisions summarized in
the following list would not apply. The following are the general rules that will
be used when preparing an opening statement of financial position:

r
r

Recognize all assets and liabilities that the FRF for SMEs framework requires or permits.
Reclassify assets and liabilities that will be classified differently
under the FRF for SMEs framework than in the previously used
framework.
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Apply the changes to the beginning statement of financial position
for the earliest period presented.
All adjustments to the beginning balances should be reflected in
equity.

.91 An entity may elect to exempt one or more of the following principles
upon transition:

r
r
r

Business combination
Financial assets and liabilities
Asset retirement obligations

.92 In addition, retrospective application is prohibited for some aspects of
the following principles:

r
r
r

Derecognition of financial assets and financial liabilities
Estimates (management may not change previous estimates because new information is now available at the transition date)
Non-controlling interests

.93 The framework contains detailed disclosures that are required in the
year of transition. Ultimately, the user of the financial statements should be
able to understand what measurement and presentation changes occurred as
a result of the transition and the effect on the equity.

Third-Party Verifications
.94 Recently, many government agencies, under increasing budgetary
pressures, have been forced to cut internal projects and staffing costs to the
point that they can no longer effectively audit compliance over their own programs and have turned to the accounting profession to perform procedures.
However, many times, the contents of the report that the governmental agency
requires is deficient and may not adhere to GAAP or professional standards.
Practitioners should use care with any report that is required by a governmental agency, including when that governmental agency dictates the form and
content of the certification or report.
.95 It is imperative that practitioners do not blindly sign affidavits or
other boilerplate reports without assessing the report's compliance with standards. This issue has become more prevalent with multiple state agencies and,
occasionally, a federal agency.
.96 These certifications, or other similar verifications, are not unique to
governmental agencies. Increasingly, CPAs are receiving requests from clients,
lenders, loan brokers, health insurance providers, adoption agencies, regulators, and various other agencies to confirm client information. These requests
may relate to issues surrounding both real estate and construction contractors,
including verifying income for bonding or pre-qualification levels, mortgages,
and leasing arrangements. AU-C section 920, Letters for Underwriters and
Certain Other Requesting Parties (AICPA, Professional Standards), provides
guidance for practitioners who have been requested to provide these types of
comfort or third-party verification letters.

Electing Private Company Council Alternatives
.97 The use of the private company accounting alternatives should be
considered policy elections in much the same manner as other policy choices

ARA-CON .91


C 2014–2015, AICPA

Real Estate and Construction Industry Developments—2014/15

17

are available within U.S. GAAP. As such, with the current alternatives, an
election could be made to use the alternative associated with amortizing goodwill while not electing to use the simplified hedge accounting alternative, for
example. Essentially, electing to use one or more of the private company accounting alternatives does not result in the requirement to use all the available
alternatives.

Accounting Developments—Real Estate Ventures
FASB ASU No. 2014-01, Investments—Equity Method and Joint
Ventures (Topic 323): Accounting for Investments in Qualified
Affordable Housing Projects (a consensus of the FASB Emerging
Issues Task Force)
.98 In January 2014, FASB issued ASU No. 2014-01, Investments—Equity
Method and Joint Venture (Topic 323): Accounting for Investments in Qualified
Affordable Housing Projects (a consensus of the FASB Emerging Issues Task
Force). The objective of this ASU is to provide guidance on accounting for
investments by a reporting entity in flow-through limited liability entities that
manage or invest in affordable housing projects that qualify for the low-income
housing tax credit.
.99 The amendments in this ASU permit reporting entities to make an
accounting policy election to account for their investments in qualified affordable housing projects using the proportional amortization method if certain
conditions are met. Under the proportional amortization method, an entity
amortizes the initial cost of the investment in proportion to the tax credits
and other tax benefits received and recognizes the net investment performance
in the income statement as a component of income tax expense (benefit). To
qualify for the proportional amortization method, all of the following conditions
must be met:

r
r
r
r
r

It is probable that the tax credits allocable to the investor will be
available.
The investor does not have the ability to exercise significant influence over the operating and financial policies of the limited
liability entity.
Substantially all the projected benefits are from tax credits and
other tax benefits (for example, tax benefits generated from the
operating losses of the investment).
The investor's projected yield based solely on the cash flows from
the tax credits and other tax benefits is positive.
The investor is a limited liability investor in the limited liability
entity for both legal and tax purposes, and the investor's liability
is limited to its capital investment.

.100 A reporting entity should evaluate whether the conditions have been
met to apply the proportional amortization method to an investment in a qualified affordable housing project through a limited liability entity at the time
of initial investment on the basis of facts and circumstances that exist at that
time.
.101 The amendments in this ASU would apply to all real estate ventures
that are public business entities, as discussed in the preceding section of this
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alert, and to all reporting entities that invest in qualified affordable housing
projects through limited liability entities that are flow-through entities for tax
purposes as follows:

r
r

For reporting entities that meet the conditions for and that elect
to use the proportional amortization method to account for investments in qualified affordable housing projects, all amendments in
this ASU apply.
For reporting entities that do not meet the conditions for or that do
not elect the proportional amortization method, only the amendments in this ASU that are related to disclosures apply.

.102 The amendments in FASB ASU No. 2014-01 should be applied retrospectively to all periods presented. A reporting entity that uses the effective
yield method to account for its investments in qualified affordable housing
projects before the date of adoption may continue to apply the effective yield
method for those pre-existing investments. The amendments in this ASU are
effective for public business entities for annual periods and interim reporting
periods within those annual periods beginning after December 15, 2014. For all
entities other than public business entities, the amendments are effective for
annual periods beginning after December 15, 2014, and interim periods within
annual reporting periods beginning after December 15, 2015. Early adoption
is permitted.

FASB ASU No. 2014-04, Receivables—Troubled Debt
Restructurings by Creditors (Subtopic 310-40): Reclassification
of Residential Real Estate Collateralized Consumer Mortgage
Loans upon Foreclosure (a consensus of the FASB Emerging
Issues Task Force)
.103 In January 2014, FASB issued ASU No. 2014-04, Receivables—
Troubled Debt Restructurings for Creditors (Subtopic 310-40): Reclassification
of Residential Real Estate Collateralized Consumer Mortgage Loans upon Foreclosure (a consensus of the FASB Emerging Issues Task Force). The objective
of the amendments in this ASU is to reduce diversity by clarifying when an in
substance repossession or foreclosure occurs (that is, when a creditor should be
considered to have received physical possession of residential real estate property collateralizing a consumer mortgage loan such that the loan receivable
should be derecognized and the real estate property recognized).
.104 In recent years, the rate of default on loans collateralized by residential real estate properties resulting from general economic conditions, including
weakness in the housing market, has affected the rate of residential real estate
foreclosures and the levels of foreclosed real estate owned by banks or similar
lenders (creditors). U.S. GAAP on troubled debt restructurings includes guidance on situations in which a creditor obtains one or more collateral assets in
satisfaction of all or part of the receivable. That guidance indicates that a creditor should reclassify a collateralized mortgage loan such that the loan should
be derecognized and the collateral asset recognized when it determines that
there has been in substance a repossession or foreclosure by the creditor (that
is, the creditor receives physical possession of the debtor's assets regardless of
whether formal foreclosure proceedings take place). However, the terms in substance a repossession or foreclosure and physical possession are not defined in
the accounting literature, and there is diversity about when a creditor should
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derecognize the loan receivable and recognize the real estate property. That
diversity has been highlighted by recent extended foreclosure timelines and
processes related to residential real estate properties.
.105 The amendments in this ASU clarify that an in substance repossession or foreclosure occurs, and a creditor is considered to have received physical
possession of residential real estate property collateralizing a consumer mortgage loan, upon either (a) the creditor obtaining legal title to the residential real
estate property upon completion of a foreclosure or (b) the borrower conveying
all interest in the residential real estate property to the creditor to satisfy that
loan through completion of a deed in lieu of foreclosure or through a similar
legal agreement. Additionally, the amendments require interim and annual
disclosure of both (a) the carrying amount of foreclosed residential real estate
property held by the creditor and (b) the recorded investment in consumer
mortgage loans collateralized by residential real estate property that are in
the process of foreclosure according to local requirements of the applicable
jurisdiction.
.106 The amendments in this ASU apply to all creditors who obtain physical possession (resulting from an in substance repossession or foreclosure) of
residential real estate property collateralizing a consumer mortgage loan in
satisfaction of a receivable.
.107 The amendments in FASB ASU No. 2014-04 are effective for public
business entities for annual periods, and interim periods within those annual
periods, beginning after December 15, 2014. For entities other than public
business entities, the amendments in this ASU are effective for annual periods
beginning after December 15, 2014, and interim periods within annual periods
beginning after December 15, 2015.

FASB ASU No. 2014-08, Presentation of Financial Statements
(Topic 205) and Property, Plant, and Equipment (Topic 360):
Reporting Discontinued Operations and Disclosures of Disposals
of Components of an Entity
.108 In April 2014, FASB issued ASU No. 2014-08, Presentation of Financial Statements (Topic 205) and Property, Plant, and Equipment (Topic 360):
Reporting Discontinued Operations and Disclosures of Disposals of Components
of an Entity. Some stakeholders told FASB that too many disposals of small
groups of assets that are recurring in nature qualify for discontinued operations
presentation under FASB ASC 205-20. That results in financial statements
that are less decision-useful for users. Other stakeholders noted that some of
the guidance on reporting discontinued operations results in higher costs for
preparers because it can be complex and difficult to apply. The amendments in
this ASU address those issues by changing the criteria for reporting discontinued operations and enhancing convergence of FASB's and the IASB's reporting
requirements for discontinued operations.
.109 The amendments in this ASU change the requirements for reporting
discontinued operations in FASB ASC 205-20. A discontinued operation may
include a component of an entity, or a group of components of an entity, or a
business or nonprofit activity.
.110 A disposal of a component of an entity or a group of components of
an entity is required to be reported in discontinued operations if the disposal
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represents a strategic shift that has (or will have) a major effect on an entity's
operations and financial results when any of the following occurs:

r
r
r

The component of an entity or group of components of an entity
meets the criteria in FASB ASC 205-20-45-1E to be classified as
held for sale.
The component of an entity or group of components of an entity is
disposed of by sale.
The component of an entity or group of components of an entity
is disposed of other than by sale (for example, by abandonment or
in a distribution to owners in a spinoff).

.111 The amendments in this ASU affect an entity that has either of the
following:

r
r

A component of an entity that either is disposed of or meets the
criteria in FASB ASC 205-20-45-1E to be classified as held for sale
A business or nonprofit activity that, on acquisition, meets the
criteria in FASB ASC 205-20-45-1E to be classified as held for
sale

.112 A public business entity and a not-for-profit entity that has issued,
or is a conduit bond obligor for, securities that are traded, listed, or quoted on
an exchange or an over-the-counter market should apply the amendments in
this ASU prospectively to both of the following:

r
r

All disposals (or classifications as held for sale) of components of
an entity that occur within annual periods beginning on or after
December 15, 2014, and interim periods within those years
All businesses or nonprofit activities that, on acquisition, are classified as held for sale that occur within annual periods beginning
on or after December 15, 2014, and interim periods within those
years

.113 All other entities should apply the amendments in this ASU prospectively to both of the following:

r
r

All disposals (or classifications as held for sale) of components of
an entity that occur within annual periods beginning on or after
December 15, 2014, and interim periods within annual periods
beginning on or after December 15, 2015
All businesses or nonprofit activities that, on acquisition, are classified as held for sale that occur within annual periods beginning
on or after December 15, 2014, and interim periods within annual
periods beginning on or after December 15, 2015.

.114 An entity should not apply the amendments in this ASU to a component of an entity, or a business or nonprofit activity, that is classified as held
for sale before the effective date even if the component of an entity, or business
or nonprofit activity, is disposed of after the effective date. Early adoption is
permitted, but only for disposals (or classifications as held for sale) that have
not been reported in financial statements previously issued or available for
issuance.
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FASB ASU No. 2014-09
.115 On May 28, 2014, FASB issued a joint ASU, No. 2014-09, with
the IASB, on revenue recognition, to address a number of concerns regarding
the complexity and lack of consistency surrounding the accounting for revenue
transactions. This new revenue recognition guidance will have an immediate
effect on real estate ventures once implemented.
.116 The new revenue recognition guidance replaces the real estate sales
guidance in FASB ASC 360-20, except for sales that are part of a sale-leaseback
transaction. Sales of real estate that are not part of a leaseback transaction
will be subject to the derecognition requirements in the ASU, which are less
prescriptive than existing guidance and may result in earlier profit recognition.
Specifically, the ASU eliminates the requirements in ASC 360-20 for assessing
(a) the adequacy of a buyer's initial and continuing investments and (b) the
seller's continuing involvement with the property. When evaluating whether
it can derecognize real estate under the new standard, an entity will need to
assess whether it is "probable" that it will collect the consideration to which
it will be entitled in exchange for transferring the asset(s) to the customer. In
addition, rather than preventing derecognition, a seller's post-sale involvement
with the disposed asset may need to be accounted for as a separate performance
obligation.

FASB ASU No. 2014-10, Development Stage Entities (Topic 915):
Elimination of Certain Financial Reporting Requirements,
Including an Amendment to Variable Interest Entities Guidance
in Topic 810, Consolidation
.117 In June 2014, FASB issued ASU No. 2014-10, Development Stage
Entities (Topic 915): Elimination of Certain Financial Reporting Requirements,
Including an Amendment to Variable Interest Entities Guidance in Topic 810,
Consolidation. The objective of the amendments in this ASU is to improve
financial reporting by reducing the cost and complexity associated with the
incremental reporting requirements for development stage entities.
.118 The amendments in this ASU remove the definition of a development
stage entity from the Master Glossary of FABS ASC, thereby removing the
financial reporting distinction between development stage entities and other
reporting entities from U.S. GAAP. In addition, the amendments eliminate the
requirements for development stage entities to (1) present inception-to-date
information in the statements of income, cash flows, and shareholder equity,
(2) label the financial statements as those of a development stage entity, (3)
disclose a description of the development stage activities in which the entity
is engaged, and (4) disclose in the first year in which the entity is no longer a
development stage entity that in prior years it had been in the development
stage.
.119 The amendments also clarify that the guidance in FASB ASC 275,
Risks and Uncertainties, is applicable to entities that have not commenced
planned principal operations.
.120 Finally, the amendments remove paragraph 16 of FASB ASC 81010-15. FASB ASC 810-10-15-16 states that a development stage entity does
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not meet the condition in FASB ASC 810-10-15-14(a) to be a VIE if (1) the
entity can demonstrate that the equity invested in the legal entity is sufficient
to permit it to finance the activities that it is currently engaged in, and (2) the
entity's governing documents and contractual arrangements allow additional
equity investments. Under the amendments, all entities within the scope of the
VIEs of FASB ASC 810-10 are required to evaluate whether the total equity
investment at risk is sufficient using the guidance provided in paragraphs 45–
47 of FASB ASC 810-10-25, which requires both qualitative and quantitative
evaluations. Because the term development stage entity is used in FASB ASC
810-10-15-16, the definition of a development stage entity has been removed
from the Master Glossary concurrent with the effective date of the amendment
removing FASB ASC 810-10-15-16.
.121 The amendments in this ASU affect entities that are development
stage entities under U.S. GAAP. In addition, the amendments may affect the
consolidation decisions for a reporting entity that has an interest in an entity
that is a development stage entity.
.122 The amendments related to the elimination of inception-to-date information and the other remaining disclosure requirements of FASB ASC 915,
Developmental Stage Entities, should be applied retrospectively, except for the
clarification to FASB ASC 275, which shall be applied prospectively. For public
business entities, those amendments are effective for annual reporting periods
beginning after December 15, 2014, and interim periods therein. For other entities, the amendments are effective for annual reporting periods beginning after
December 15, 2014, and interim reporting periods beginning after December
15, 2015.
.123 For public business entities, the amendment eliminating the exception to the sufficiency-of-equity-at-risk criterion for development stage entities
in FASB ASC 810-10-15-16 should be applied retrospectively for annual reporting periods beginning after December 15, 2015, and interim periods therein.
For all other entities, the amendments to FASB ASC 810 should be applied retrospectively for annual reporting periods beginning after December 15, 2016,
and interim reporting periods beginning after December 15, 2017.
.124 Early application of each of the amendments is permitted for any
annual reporting period or interim period for which the entity's financial statements have not yet been issued (public business entities) or made available
for issuance (other entities). Upon adoption, entities will no longer present or
disclose any information required by FASB ASC 915.

FASB ASU No. 2014-13, Consolidation (Topic 810): Measuring
the Financial Assets and the Financial Liabilities of a Consolidated
Collateralized Financing Entity (a consensus of the FASB
Emerging Issues Task Force)
.125 In June 2014, FASB issued ASU No. 2014-13, Consolidation (Topic
810): Measuring the Financial Assets and the Financial Liabilities of a Consolidated Collateralized Financing Entity (a consensus of the FASB Emerging
Issues Task Force). The objective of the amendments in this ASU is to improve
financial reporting by reducing the cost and complexity associated with the
incremental reporting requirements for development stage entities.
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.126 The amendments in this ASU apply to a reporting entity that is required to consolidate a collateralized financing entity under the VIEs guidance
when (1) the reporting entity measures all the financial assets and financial
liabilities of that consolidated collateralized financing entity at fair value in
the consolidated financial statements based on other FASB ASC topics, and (2)
the changes in the fair values of those financial assets and financial liabilities
are reflected in earnings.
.127 The amendments in FASB ASU No. 2014-13 provide an alternative
to FASB ASC 820, Fair Value Measurement, for measuring the financial assets
and the financial liabilities of a consolidated collateralized financing entity to
eliminate that difference. When the measurement alternative is not elected
for a consolidated collateralized financing entity within the scope of this ASU,
the amendments clarify that (1) the fair value of the financial assets and the
fair value of the financial liabilities of the consolidated collateralized financing
entity should be measured using the requirements of FASB ASC 820, and (2)
any differences in the fair value of the financial assets and the fair value of the
financial liabilities of that consolidated collateralized financing entity should be
reflected in earnings and attributed to the reporting entity in the consolidated
statement of income (loss).
.128 The amendments in this ASU are effective for public business entities
for annual periods, and interim periods within those annual periods, beginning
after December 15, 2015. For entities other than public business entities, the
amendments in this ASU are effective for annual periods ending after December 15, 2016, and interim periods beginning after December 15, 2016. Early
adoption is permitted as of the beginning of an annual period.

Accounting Developments—Construction Contractors
FASB ASU No. 2014-05, Service Concession Arrangements
(Topic 853) (a consensus of the FASB Emerging Issues Task Force)
.129 In January 2014, FASB issued ASU No. 2014-05, Service Concession Arrangements (Topic 853) (a consensus of the FASB Emerging Issues Task
Force). The objective of this ASU is to specify that an operating entity should
not account for a service concession arrangement within the scope of this ASU
as a lease in accordance with FASB ASC 840, Leases. Service concession arrangements may become more prevalent in the United States as public sector
entities seek alternative ways to provide public services on a more efficient and
cost-effective basis.
.130 A service concession arrangement is an arrangement between a public sector entity grantor and an operating entity under which the operating
entity operates the grantor's infrastructure (for example, airports, roads, and
bridges). The operating entity also may provide the construction, upgrading,
or maintenance services of the grantor's infrastructure.
.131 The amendments specify that an operating entity should not account
for a service concession arrangement that is within the scope of this ASU as a
lease in accordance with FASB ASC 840. An operating entity should refer to
other FASB ASC topics as applicable to account for various aspects of a service
concession arrangement. The amendments also specify that the infrastructure
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used in a service concession arrangement should not be recognized as property,
plant, and equipment of the operating entity.
.132 The amendments apply to an operating entity of a service concession arrangement entered into with a public sector entity grantor when the
arrangement meets both of the following conditions:

r
r

The grantor controls, or has the ability to modify or approve, the
services that the operating entity must provide with the infrastructure, to whom it must provide them, and at what price.
The grantor controls, through ownership, beneficial entitlement,
or otherwise, any residual interest in the infrastructure at the
end of the term of the arrangement.

.133 The amendments in FASB ASU No. 2014- 05 should be applied on
a modified retrospective basis to service concession arrangements that exist at
the beginning of an entity's fiscal year of adoption. The modified retrospective
approach requires the cumulative effect of applying this ASU to arrangements
existing at the beginning of the period of adoption to be recognized as an
adjustment to the opening retained earnings balance for the annual period
of adoption. The amendments are effective for a public business entity for
annual periods, and interim periods within those annual periods, beginning
after December 15, 2014. For an entity other than a public business entity,
the amendments are effective for annual periods beginning after December 15,
2014, and interim periods within annual periods beginning after December 15,
2015. Early adoption is permitted.

FASB ASU No. 2014-09
.134 On May 28, 2014, FASB issued a joint ASU, No. 2014-09, with
the IASB, on revenue recognition, to address a number of concerns regarding
the complexity and lack of consistency surrounding the accounting for revenue
transactions. This new revenue recognition guidance will have an immediate
and far-reaching effect on construction contractors once implemented.
.135 In particular, the elimination of industry-specific revenue recognition
guidance will require more reliance on professional judgment, contract terms
and conditions, and customary business practices on the part of construction
firms and contractors.
.136 The impact from the adoption of the new revenue recognition standard will likely be complex and far reaching and involve many different functions within an organization.
.137 Given the historical reliance of construction firms and contractors on
the industry-specific guidance contained in FASB ASC 605-35, the new revenue
recognition standard represents a major accounting change for construction
contractors and their accountants and auditors.
.138 Although much of the terminology has changed as a result of the new
ASU, many of the current GAAP concepts remain. For example, although the
new standard may result in similar revenue recognition and similar contract
assets and liabilities, the percentage of completion method is no longer an
appropriate accounting method. Cost to cost will still be able to be used to
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determine the percentage complete on contracts that are in progress, using
input or output methods.
.139 Additionally, contractors will not have to recalculate contracts or
restate the effects of contracts that have been completed upon the effective date
of the new ASU. Contractors must be prepared and consider the effect of the
ASU during the transition period because contractors can either restate prior
periods presented or account for contracts in progress and all new contracts
going forward under the revised accounting principles.
.140 Other areas of consideration under the new principles include the
following:

r
r
r
r
r
r
r

Information systems may require adjustment.
Standard "sales" contracts and other sales agreements should be
evaluated in light of the changes.
Sales incentives and commissions should be considered.
Internal control processes may need updating.
Executive compensation arrangements.
Debt covenants.
Tax implications.

.141 Some areas that may create unique challenges are as follows:

r
r
r
r
r
r

Claims and unapproved change orders
Time value of money
Estimations of variable consideration
Exclusion of inputs that are not reflective of progress towards
completion—waste/rework
Uninstalled materials
Costs to fulfill a contract (that is, mobilization costs)

.142 As noted, generally, the traditional revenue recognition methods for
contractors will not significantly change, but there will likely be more analysis
work, and additional disclosure will be required. It is important to note that
certain projects, depending on specifics in the contract, may have a different
revenue recognition than in the past.
.143 The AICPA has formed 16 industry task forces to help develop a new
accounting guide on revenue recognition that will provide helpful hints and
illustrative examples for how to apply the new revenue recognition standard.
In addition to developing a new guide, the Construction Contractors Revenue
Recognition Task Force will identify and provide guidance on issues facing
contractors as a result of FASB ASU No. 2014-09.
.144 The Construction Contractors Revenue Recognition Task Force has
identified the following potential revenue recognition implementation issues
for construction contractors:

r
r
r
r
r

Ability for a contract to be verbal or implied
Combining contracts
Loss of segmentation guidance
Change orders (including unpriced change orders)
Claims
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Separately accounting for multiple performance obligations
Impact of constraint for variable consideration
Estimation methods (most likely amount versus probability
weighted)
Customer credit risk threshold
Time value of money (for example, retainage)
Customer furnished materials and equipment (gross versus net)
General allocation issues
Acceptable measures of progress and examples of when use is
appropriate
Consideration of existing alternative A and B concepts
Accounting for service contracts
Wasted materials
Treatment of contract costs under various recognition measures
Pre-contract costs, including amortization
Examples of contract costs that qualify for capitalization
Accounting for warranties
Options
Impact to proportional consolidation guidance
Differences between current billings and estimated earnings in
excess of costs/costs and estimated earnings in excess of billings
and proposed net contract position presentation
Disclosures
Transition issues
U.S. GAAP versus International Financial Reporting Standards
differences

.145 The preceding list will be updated as the Construction Contractors
Revenue Recognition Task Force continues it discussions. Full revenue recognition implementation issues will be posted to the task force website for informal
comments after review by the AICPA Financial Reporting Executive Committee.
.146 The Construction Contractors Revenue Recognition Task Force website is located within the Financial Reporting Center of aicpa.org at www.aicpa
.org/revenuerecognition.

Auditing Developments
Auditing Standards Board
SAS No. 128, Using the Work of Internal Auditors
.147 In February 2014, the Auditing Standards Board (ASB) issued Statement on Auditing Standards (SAS) No. 128, Using the Work of Internal Auditors
(AICPA, Professional Standards, AU-C sec. 610), which provides guidance related to the auditor's responsibilities if they use the work of internal auditors
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in the context of the audit of the financial statements. This standard represents the redrafting of the guidance related to the auditor's consideration of
the internal audit function contained in the pre-clarity standards.
.148 The auditor's responsibilities when using the work of internal audit
include both using the work of the internal audit function in obtaining audit
evidence and using internal auditors to provide direct assistance under the
direction, supervision, and review of the external auditor. The requirements in
this SAS relating to direct assistance do not apply if the external auditor does
not plan to use internal auditors to provide direct assistance.
.149 SAS No. 128 addresses the external auditor's responsibilities if using
the work of internal auditors. Using the work of internal auditors includes (a)
using the work of the internal audit function in obtaining audit evidence and
(b) using internal auditors to provide direct assistance under the direction,
supervision, and review of the external auditor.
.150 SAS No. 128 does not apply if the entity does not have an internal
audit function. If the entity has an internal audit function, the requirements
in SAS No. 128 relating to using the work of the internal audit function in
obtaining audit evidence do not apply if
a. the responsibilities and activities of the function are not relevant
to the audit, or
b. based on the external auditor's preliminary understanding of the
function obtained as a result of procedures performed under AU-C
section 315, the external auditor does not expect to use the work of
the function in obtaining audit evidence.
.151 Nothing in SAS No. 128 requires the external auditor to use the
work of the internal audit function to modify the nature or timing, or reduce
the extent, of audit procedures to be performed directly by the external auditor;
it remains the external auditor's decision to establish the overall audit strategy. Furthermore, the requirements in SAS No. 128 relating to using internal
auditors to provide direct assistance do not apply if the external auditor does
not plan to use internal auditors to provide direct assistance.
.152 SAS No. 128 is effective for audits of financial statements for periods
ending on or after December 15, 2014.

SAS No. 129, Amendment to Statement on Auditing Standards No. 122
Section 920, Letters for Underwriters and Certain Other Requesting
Parties, as Amended
.153 In July 2014, the ASB issued SAS No. 129, Amendment to Statement on Auditing Standards No. 122, Letters for Underwriters and Certain Other Requesting Parties, as Amended (AICPA, Professional Standards,
AU-C sec. 920), to address unintended changes to previous practice as a result of its Clarity Project and the auditor's responsibilities when engaged
to issue letters (commonly referred to as comfort letters) to requesting parties in connection with a nonissuer entity's financial statements included in
a registration statement or other securities offerings. SAS No. 129 amends
AU-C section 920, Letters for Underwriters and Certain Other Requesting Parties (AICPA, Professional Standards), in order to address implementation issues and avoid unintended changes to previous practice.
.154 SAS No. 129 becomes effective for comfort letters issued on or after
December 15, 2014. Early implementation is encouraged.
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Statements on Standards for Accounting and Review Services
Clarity
.155 In May 2010, the Accounting and Review Services Committee (ARSC)
approved a project to revise all existing compilation and review standards in the
Codification of Statements on Standards for Accounting and Review Services
(AR sections of AICPA Professional Standards) substantially using the drafting
conventions adopted by the ASB in clarifying the auditing literature.
.156 ARSC determined, however, that there would be certain differences
between its clarity drafting conventions and those adopted by the ASB. Specifically, ARSC determined to not include specific application guidance with respect to governmental entities and smaller, less complex entities. Accordingly,
the Statements on Standards for Accounting and Review Services (SSARSs)
have been drafted in accordance with ARSC's clarity drafting conventions,
which include the following:

r
r
r
r
r

Establishing objectives for each clarified AR section
Including a "Definitions" section, where relevant, in each clarified
AR section
Separating requirements from application and other explanatory
material
Numbering application and other explanatory material paragraphs using an A- prefix and presenting them in a separate
section that follows the "Requirements" section
Using formatting techniques, such as bullet lists, to enhance readability

.157 The ARSC Clarity Project is ongoing. More information is located
online at the Financial Reporting Center at www.aicpa.org/frc.

On the Horizon
.158 Auditors should keep abreast of accounting developments and upcoming guidance that may affect their engagements. The following sections
present brief information about some ongoing projects that have particular
significance to the real estate and construction industries. Remember that exposure drafts are non-authoritative and cannot be used as a basis for changing
existing standards.
.159 Information on, and copies of, outstanding exposure drafts may be obtained from the various standard-setters' websites. These websites contain indepth information about proposed standards and other projects in the pipeline.
Many more accounting and auditing projects exist in addition to those discussed here. Readers should refer to the Audit Risk Alert General Accounting
and Auditing Developments—2014/15 for further information.

Proposed FASB ASU Leases (Topic 840)
.160 On May 17, 2013, FASB and the IASB published revised exposure
drafts outlining proposed changes to the accounting for leases. The leases
project is a converged effort between FASB and the IASB—the revised exposure drafts for both organizations are nearly identical. This project's intent is
to address widespread concern that many lease obligations are not recorded on
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the balance sheet and that the current accounting for leases does not represent
the economics of all lease transactions.
.161 FASB and the IASB have developed an approach to lease accounting
that would require a lessee to recognize assets and liabilities for the rights and
obligations created by leases. A lessee would recognize assets and liabilities for
leases of more than 12 months.
.162 The revised exposure drafts propose a dual approach to the recognition, measurement, and presentation of expenses and cash flows arising from
a lease. For most real estate leases, a lessee would report a straight-line lease
expense in its income statement. For most other leases, such as equipment or
vehicles, a lessee would report amortization of the right-of-use asset separately
from interest on the lease liability.
.163 The comment deadline on the revised exposure drafts was September
13, 2013. In response to the comments received, FASB decided that a lessee
would account for most existing capital and finance leases by recognizing amortization of the right-to-use asset separately from interest on the lease liability
and most existing operating leases as a single total lease expense. The IASB
decided on an approach for lessee accounting under which all leases would be
accounted for by recognizing amortization of the right-to-use asset separately
from interest on the lease liability.
.164 For lessors, FASB and the IASB decided that a lease should be
classified on the basis of whether the lease is effectively a financing or a sale,
rather than an operating lease. That determination would be made by assessing
whether the lease transfers substantially all the risks and rewards incidental
to ownership of the underlying asset. In addition, FASB decided that a lessor
should be precluded from recognizing selling profit and revenue at lease commencement for leases that do not transfer control of the underlying asset to the
lessee.
.165 If released in its current form, this amendment is expected to have
a large impact on the real estate and construction industries, including potential for a significant impact on bank covenants. For example, entities may
be required to amend loan covenant agreements related to debt coverage and
liabilities to net worth. This may include having a negative impact on surety
credit due to the requirement to include the appropriate amount of operating
leases as current debt.
.166 FASB and the IASB are continuing to redeliberate the proposals in
the revised exposure drafts.

ARSC
SSARSs Clarity Project
.167 In August 2014, ARSC approved SSARS No. 21, Statements on Standards for Accounting and Review Services: Clarification and Recodification
(AICPA, Professional Standards), for issuance as a final standard. Along with
clarifying the SSARSs literature, SSARS No. 21 significantly affects the literature for accountants who prepare financial statements.
.168 SSARS No. 21 clarifies and recodifies the SSARSs literature into the
following sections:
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AR-C section 60, Framework for Engagements Performed in Accordance With Statements on Standards for Accounting and Review
Services, provides a framework for SSARSs engagements.
AR-C section 70, Preparation of Financial Statements, provides
requirements and guidance when an accountant is engaged to
prepare financial statements for an entity but has not been engaged to perform a compilation, review, or audit with respect to
those financial statements.
AR-C section 80, Compilation Engagements, provides requirements and guidance to an accountant when engaged to perform a
compilation engagement on historical financial statements.
AR-C section 90, Review of Financial Statements, provides requirements and guidance to an accountant when engaged to review financial statements.

Resource Central
.169 The following are various resources that practitioners engaged in the
real estate and construction industry may find beneficial.

Publications
.170 Practitioners may find the following publications useful. Choose the
format best for you—print, e-book, or online:

r

Audit and Accounting Guide Construction Contractors (2014)
(product nos. AAGCON14P [paperback], WCC-XX [online], or
AAGCON14E [e-book])

Continuing Professional Education
.171 The AICPA offers a number of continuing professional education
(CPE) courses that are valuable to CPAs working in public practice and industry, including the following specifically related to the real estate and construction industry:

r
r
r
r
r

Tackling Real Estate Complexities: Real Estate Accounting and
Financial Reporting (product no. 734625)
Real Estate Accounting & Auditing (product no. 730613)
Advanced Real Estate (product no. 745923)
Construction Contractors Advanced Issues (product no. 731999)
Construction: Accounting, Auditing, and Tax (product no. 736437)

.172 Visit www.cpa2biz.com for a complete list of CPE courses.

Online CPE
.173 AICPA CPExpress, offered exclusively through CPA.com, is the
AICPA's flagship online learning product. Divided into 1-credit and 2-credit
courses that are available 24 hours a day, 7 days a week, AICPA CPExpress
offers hundreds of hours of learning in a wide variety of topics. Subscriptions
are available at www.cpa2biz.com/AST/AICPA CPA2BIZ Pages/C2BOnline
SubscriptionsPage/Section2/PRDOVR∼PC-BYF-XX/PC-BYF-XX.jsp (product
no. BYF-XX).
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.174 To register for individual courses or to learn more, visit www.cpa2biz
.com.

Webcasts
.175 Stay plugged in to what is happening and earn CPE credit right
from your desktop. AICPA webcasts are high-quality CPE programs that bring
you the latest topics from the profession's leading experts. Broadcast live, they
allow you to interact with the presenters and join in the discussion. If you
cannot make the live event, each webcast is archived and available for viewing.
For additional details on available webcasts, please visit www.cpa2biz.com/
AST/AICPA CPA2BIZ Browse/Store/Webcasts.jsp.

Member Service Center
.176 To order AICPA products, receive information about AICPA activities, and get help with your membership questions, call the AICPA Service
Center Operations at 888.777.7077.

Hotlines
Accounting and Auditing Technical Hotline
.177 Do you have a complex technical question about GAAP, other comprehensive bases of accounting, or other technical matters? If so, use the
AICPA's Accounting and Auditing Technical Hotline. AICPA staff will research
your question and call you back with the answer. The hotline is available
from 9 a.m. to 8 p.m. ET on weekdays. You can reach the Technical Hotline at 877.242.7212 or online at www.aicpa.org/Research/TechnicalHotline/
Pages/TechnicalHotline.aspx. Members can also e-mail questions to aahotline@aicpa.org. Additionally, members can submit questions by completing a
Technical Inquiry form found on the same website.

Ethics Hotline
.178 In addition to the Technical Hotline, the AICPA also offers an Ethics
Hotline. Members of the AICPA's Professional Ethics Team answer inquiries
concerning independence and other behavioral issues related to the application
of the AICPA Code of Professional Conduct. You can reach the Ethics Hotline
at 888.777.7077 or by e-mail at ethics@aicpa.org.

AICPA Online Professional Library: Accounting
and Auditing Literature
.179 The AICPA has created your core accounting and auditing library
online. The AICPA Online Professional Library is now customizable to suit
your preferences or your firm's needs. You can also sign up for access to the
entire library. Get access—anytime, anywhere—to FASB ASC; the AICPA's
latest Professional Standards, Technical Practice Aids, Audit and Accounting
Guides, Audit Risk Alerts, Best Practices in Presentation and Disclosure; and
more. To subscribe to this essential online service for accounting professionals,
visit www.cpa2biz.com.

Codified Clarity Standards
.180 The best way to obtain the codified clarity standards is with a subscription to AICPA Professional Standards in the AICPA Online Professional
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Library. Although the individual SASs are available in paperback, this online
codified resource is what you need to update your firm audit methodology
and begin understanding how clarity standards change certain ways you
perform your audits. Visit www.cpa2biz.com/AST/AICPA CPA2BIZ Specials/
MostPopularProductGroups/AICPAResourceOnline/PRD∼PC-005102/PC005102.jsp for online access to AICPA Professional Standards.
.181 You can also get the clarified standards in paperback format. Codification of Statements on Auditing Standards is published each spring and
includes the clarified auditing standards and the attestation standards. Professional Standards, which has the full complement of AICPA standards, is
published each summer.
.182 The codification of clarified standards includes various resources:

r
r
r

A preface, "Principles Underlying an Audit Conducted in Accordance With Generally Accepted Auditing Standards"
A glossary of terms defined in the standards
An appendix describing the differences between GAAS and the
International Standards on Auditing

Financial Reporting Center of AICPA.org
.183 CPAs face unprecedented changes in financial reporting. As such,
the AICPA has created the Financial Reporting Center to support you in the
execution of high-quality financial reporting. This center provides exclusive
member-only resources for the entire financial reporting process and can be
accessed at www.aicpa.org/frc.
.184 The Financial Reporting Center provides timely and relevant news,
guidance, and examples supporting the financial reporting process. You will
find resources for accounting, preparing financial statements, and performing
various types of engagements, including compilation and review, audit and
attest, and assurance and advisory.
.185 For example, the Financial Reporting Center offers a dedicated section to the ASB and ARSC Clarity Projects. For the latest resources available to
help you implement the clarified standards, visit the "Improving the Clarity of
Auditing Standards" page at www.aicpa.org/SASClarity or the "ARSC Clarity
Project" page at www.aicpa.org/SSARSClarity.

Industry Conference
.186 The AICPA offers an annual National Real Estate Conference in
the fall. The National Real Estate Conference is a 2-day conference designed
to update attendees on recent developments related to the real estate industry. In 2014, the conference will be held November 6–7 in Grapevine,
Texas. For further information about the conference, call 888.777.7077 or visit
www.cpa2biz.com.
.187 Additionally, the AICPA offers an annual National Construction Industry Conference in the winter. The National Construction Industry Conference is a 2-day conference designed to update attendees on recent developments
related to the construction industry. In 2014, the conference will be held December 4–5 in Las Vegas, Nevada. For further information about the conference,
call 888.777.7077 or visit www.cpa2biz.com.
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Industry Websites
.188 The Internet covers a vast amount of information that may be valuable to auditors of real estate and construction entities, including current industry trends and developments.
.189 Some of the more relevant sites for auditors with real estate clients
include those shown in the following table.
Organization

Website

American Securitization Forum

www.americansecuritization.com

CB Richard Ellis

www.cbre.com

Colliers International

www.colliers.com

Lodging Econometrics

www.lodging-econometrics.com

Mortgage Bankers Association

www.mbaa.org

National Association of Real Estate
Investment Trusts

www.reit.com

National Association of Realtors

www.realtor.org

Real Estate Research Corporation

www.rerc.com

The Real Estate Roundtable

www.rer.org

RealtyTrac

www.realtytrac.com

Reis, Inc.

www.reis.com

STR Global

www.strglobal.com

Urban Land Institute

www.uli.org

.190 Some of the more relevant sites for auditors with construction clients
include those shown in the following table.
Organization

Website

The American Institute of Architects

www.aia.org

Associated Builders and Contractors, Inc.

www.abc.org

The Associated General Contractors of America

www.agc.org

McGraw-Hill Construction

www.construction.com

National Association of Realtors

www.realtor.org

The Surety & Fidelity Association of America

www.surety.org

.191 The real estate and construction practices of some of the larger CPA
firms also may contain industry-specific auditing and accounting information
that is helpful to auditors.
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